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STATE PLAN UNDER TITLEXIX OF THE SOCIAL SECURITY ACT 

State WASHINGTON 

METHODS AND STANDARDS FOR ESTABLISHING PAYMENT RATES FOR INPATIENT 
HOSPITAL SERVICES (cont.) 

D. COST-BASED METHODDRG RATE (cont.) 

1. BasePeriodCostandClaimsData(cont.) 

Nine categories are used to assign hospitals' accommodation costs and days of care, 

and 29 categories are used to assign ancillary costs and charges. Medicaid paid claims 

dataforeachhospital's FY 1998periodareextractedfromthestate'sMedicaid 

Management Information System (MMIS). 

Department of Health Composite Hospital Abstract Reporting System (CHARS) claims 

representativeofservicescoveredandprovidedbyHealthyOptionsmanagedcare 

plans are also extracted. Line item charges from claims are assigned to the appropriate 

9accommodationand29ancillarycostcentercategoriesandused to apportion 

Medicaidcosts.Thesedataarealsousedtocomputehospitals' FY 1998case-mix 

index. 


2. PeerGroups & Caps 

MAA's peer grouping has six classifications: Peer groupA, which are non-CAH,rural 
hospitals which are not in peer group E and for Medicaid claims are paid under an 
RCC methodology; peer groupB, which are non-CAH urban hospitals without medical 
education programs which are not in peer group E; peer group C, which are urban 
hospitals with medical education programs which are in peer group E; peer group 
D, which are specialty hospitals which are notin peer group E; peer group E, which 
arepublichospitalslocated in theStateofWashingtonthatareownedbypublic 
hospital districts and are not department approved and DOH certified as CAH, the 
Harborview Medical Center, and the University of Washington Medical Center: and 
peergroup F,whicharehospitalslocated in theState of Washingtonthat are 
department approved and DOH certified as CAH. 

For the DRG payment method, indirect medical education costs are removed from 
operating and capital costs, and direct medical education costs are added. 
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STATE PLAN UNDER TITLEXIX OF THE SOCIAL SECURITY ACT 

WASHINGTON State 

METHODS AND STANDARDS FOR ESTABLISHING PAYMENT RATES FOR INPATIENT 
HOSPITAL SERVICES (cont.) 

D. COST-BASED METHODDRG RATE (cont.) 

2. Groups & CapsPeer (cont.) 

Peer group caps for peer groups B and C are established at the 70th percentile of 

all hospitals within the same peer group for aggregate operating, capital, and direct 

medicaleducationcosts.Incomputinghospitals'rates,hospitalswhosecosts 

exceed the 70th percentile of the peer group are reset at the 70th percentile cap. 

Thehospitals in peergroupDareexemptedfromthecapsbecausetheyare 

specialty hospitals without a common peer group on which to base comparisons. 

The hospitals in peer group
E are exempted from the peer group caps because they 
are paid %ll cost" of services as determined through the Medicare Cost Report 
using the Medicaid RCC ratesto determine cost. The hospitalsin peer groupF are 
also exempted from the peer group caps. 

Changes in peer group status as a result of MAA approval or recommendation are 
recognized. However, in cases where post-rate calculation corrections or changes 
in individual hospital's base year cost or peer group assignment resultin a change 
in thepeergroupcostatthe70thpercentile,andthushave an impactonthe 
peer-groupcap,thecap is updatedonly if it results in a 5.0 percent or greater 
change in total Medicaid payment levels. 

3. FactorConversion Adjustments 

Indirect medical education costs are added back into costs before application of any 
inflation adjustment. A 0.008219 percent per day inflation adjustment (3.0 percent 
divided by 365 days) is used for hospitals that have their fiscal year ending before 
December 31, 1998. A 9.1086 percent inflation adjustment is used for the period 
from January1,1999 to October 31,2001. 

Annually all cost-based conversion factors are adjusted by a predetermined vendor 
rate adjustment. 
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STATE PLAN UNDER TITLEXIX OF THE SOCIAL SECURITY ACT 

State WASHINGTON 

METHODS AND STANDARDS FOR ESTABLISHING PAYMENT RATES FOR INPATIENT 
HOSPITAL SERVICES (cont.) 

D. COST-BASED METHODDRG RATE (cont.) 

4. CostMedicaidProxies 

In some hospitalsMedicaid (claims)instances, had charges forcertain 
accommodation or ancillary cost centers that are not separately reported on their 
Medicare cost report. To ensure recognition of Medicaid related costs, proxies are 
established to estimate costs. diem are forthese Per proxies developed 
accommodation cost centers; RCC proxies for ancillary cost centers. 

5. Case-MixIndex 

Under DRG payment systems, hospital costs must be case-mix adjustedto arrive at 
ameasureofrelativeaveragecostfortreatingallMedicaidcases. A case-mix 
index for each hospitalis calculated based on the Medicaid cases for each hospital 
during itsFY 1998 cost report period. 

Medical Costs6. Indirect Education 

Anindirectmedicaleducationcostisestablishedforoperatingandcapital 

components in order to remove indirect medical education related costs from the 

peer group caps. 


To establish this factor, a ratio based on the number of interns and residents in 

approved teaching programs tothenumberof hospital beds ismultipliedby the 

Medicare'sindirectcostfactorof0.579.Theresultingratioismultipliedbya 

hospital's operating and capital components to arrive at indirect medical education 

costs for each component. 


Theindirectmedicalcostistrendedforwardusingthesameinflationfactorsas 

apply to the operating and capital components and added on as a separate element 

of the rate as described in paragraph 7. 


Calculation
7. Rate Methodology 

Step 1: Foreachhospital,thebaseperiodcostdataareusedtocalculatetotal 

costs of the operating, capital, and direct medical education cost components in 

eachofthe nineaccommodationcategories.Thesecostsaredividedbytotal 

hospital days per category to arrive at a per day accommodation cost. 
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STATE PLANUNDER TITLEXIX OF THE SOCIAL SECURITY ACT 

State WASHINGTON 

METHODS AND STANDARDS FOR ESTABLISHING PAYMENT RATES FOR INPATIENT 
HOSPITAL SERVICES (cont.) 

D. COST-BASED METHODDRG RATE (cont.) 

7. Rate MethodologyCalculation (cont.) 

The	accommodationcostsperdayaremultipliedbythetotalMedicaiddaysto 
at Medicaid costs categorythearrivetotal accommodation per for three 

components. 

Step 2: The base period cost data are also used to calculate total operating, capital 
and direct medical education costs in each of the 29 ancillary categories. These 
costs are divided by total charges per categoryto arrive at a cost-tocharge ratio per 
ancillary category. 

These ratios are multiplied by MMlS Medicaid charges per category to arrive at total 
Medicaid ancillary costs per category for the three components. 

Step 3: The Medicaid accommodation and ancillary costs are combined to derive 
the capitaldirect education's Theseoperating, and medical components. 
componentsarethendividedbythenumberofMedicaidcasestoarriveat an 
average cost per admission. 

Step 4: The three components' average cost per admission are next adjusted to a 
common fiscal year end (December31,1998) using theappropriate DRI-HCFA Type 
Hospital Market Basket update and then standardized by dividing the average cost 
by the hospital's case-mix index. 

Step 5: The indirect medical education portion of operating and capital is removed 

forhospitalswithmedicaleducationprograms.Outliercostswerealsoremoved. 

For hospitalsin Peer Group B and C, the three components aggregate cost is set at 

the lesser of: hospital specific aggregate cost or the peer group cap aggregate cost. 


Step 6: The resulting respective costs with the indirect medical education costs and 

an outlier factor added back in are next multiplied by the DRI-HCFA Type Hospital 

Market Basket update for the period January 1, 1999 through October
31,2001. The 
outlier set-aside factor is then subtracted to arrive at the hospital's January1, 2001 
cost-based rate. This cost-based rate is multiplied by the applicable DRG weight to 
determine the DRG payment for each admission. 

Those in-state and border area hospitals with insufficient data will have rates based 
on the peer group average final conversion factor for their hospital peer group less 
the outlier set aside factor. 
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STATE PLAN UNDER TITLEXIX OF THE SOCIAL SECURITY ACT 

WASHINGTON State 

METHODS AND STANDARDS FOR ESTABLISHING PAYMENT RATES FOR INPATIENT 
HOSPITAL SERVICES (cont.) 

COST-BASED METHODD. DRG RATE (cont.) 

8. BorderAreaHospitalsRateMethodology 

Borderareahospitalsincludefacilitieslocated in areasdefinedbystatelawas: 
Oregon - Astoria,Hermiston,HoodRiver,Milton-Freewater,Portland,Rainier,and 
The Dalles; Idaho- Coeur d'Alene, Lewiston, Moscow, Priest River and Sandpoint. 

These hospitals' cost-based rates are based on theirFY 1998 Cost Reports and FY 
1998 claims,if available. 

Those border area hospitals with insufficient data will have rates based on the peer 
group average final conversion factor for their hospital peer group less the outlier set 
aside factor. 

9. Hospitals MethodologyNew Rate 

New hospitals are those entities that have not provided services prior to January 1, 

2001. A change in ownership does not constitute the creation of a new hospital. 

Newhospitals'cost-basedratesarebasedonthepeergroupaveragefinal 

conversion factor for their hospital peer group, less the outlier set aside factor. 


10.Change in ownership 

Whenthereisachange in ownershipand/ortheissuance ofa newfederal 

identification,thenewprovider'scost-basedrateisthesamerateastheprior 

owner's. 


Depreciation and acquisition costs are recaptured as required by Section 1861 (V) 

(1) (0) oftheSocialSecurityAct.Mergers of corporationsintooneentitywith 

subproviders receive a blended rate based on the old entities rates. The blended 

rate is weighted by admission for the new entity. 


E.RATEMETHOD 

The RCC payment method is used to reimburse Peer Group A hospitals for their 
costs and other hospitals for certain DRG exempt services as describedin Section 
C.8. Thismethodisnotusedforhospitalsreimbursedusing the "full cost"CPE 
method except that the Medicaid RCC rates are used to determine "full cost"for 
those hospitals. 
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STATE PLAN UNDER TITLEXIX OF THE SOCIAL SECURITY ACT 

State WASHINGTON 

METHODS AND STANDARDS FOR ESTABLISHING PAYMENT RATES FOR INPATIENT 
HOSPITAL SERVICES (cont.) 

E. RATE (cont)RCC METHOD 

The RCC ratio for out-of-state hospitals is the average of RCC ratios for in-state 
hospitals.TheRCCratioforin-stateandborderareahospitalswhichtheState 
determineshaveinsufficientdataorMedicaidclaimstoaccuratelycalculated an 
RCC ratio, is also the average of RCC ratios for in-state hospitals. Hospital's RCC 
ratiosareupdatedannuallywith the submittal ofnewCMS2552Medicarecost 

data. in expensestotal revenuereport Increasesoperating or rate-setting 

attributable to a change in ownership are excluded prior to computing the ratio. 


COST" HOSPITAL PUBLIC (CPE)F. "FULL PUBLIC CERTIFIED EXPENDITURE 
PAYMENT METHODOLOGY (effectiveJuly 1,2005) 

The public hospitals located in the State of Washington that are owned by public 
hospital districts and are not department approved and DOHcertifiedas CAH, the 
Harborview Medical Center, and the University of Washington Medical Center, will 
be reimbursed using the "full cost" payment method using their respective Medicaid 
RCCratetodeterminecostforcoveredmedicallynecessaryservices.The 
paymentmethodincorporatestheuse of certified public expenditures (CPEs) at 
eachhospitalasthebasisforclaimingfederalMedicaidfundingforthecostof 
medically necessary patient care. Recipient responsibility (spenddown) and third
party liability as identied on the billing invoice or by DSHS is deducted from the 
allowedamount(basicpayment)todeterminetheactualpaymentforthat 
admission. The costs as determined above will be certified as actual expenditures 
by the hospital and the DSHS claimbe the allowed federal matchon the amount 
of the related certified public expenditures. DSHS will verify that the expenditures 
certified were actually incurred. 

G. SHAREDISPROPORTIONATE PAYMENTS 

As required by Section1902(a)(l3)(A)and Section 1923(a)(1) of the Social Security 

Act,theMedicaidreimbursementsystemtakesintoaccountthesituationof 

hospitals which serve a disproportionate number of low-income patients with special 

needs by making a payment adjustment for eligible hospitals.To be eligible for any 

disproportionateshareprogram,ahospitalmustmeettheMedicaidone-percent 

utilizationto qualify. Ahospitalwillreceiveanyoneorallofthefollowing 

disproportionate share hospital (DSH) payment adjustments if the hospital meets 

the eligibility requirements for that respective DSH payment component. 
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STATE PLAN UNDER TITLEXIX OF THE SOCIAL SECURITY ACT 

State WASHINGTON 

METHODS AND STANDARDS FOR ESTABLISHING PAYMENT RATES FOR INPATIENT 
HOSPITAL SERVICES (cont.) 

DSH (cont.)PAYMENTS 

All the DSH payments will not exceed the State's DSH allotment. To accomplish 
this goal, it is understood in this State Plan that the State intendsto adjust their DSH 
payments to ensure that the costs incurred by Medicaid and uninsured patients are 
covered to the maximum extent permitted by the State's DSH allotment. 

In accordance with the Omnibus Budget Reconciliation Act of 1993, the amounts 
paid under DSH programs to public hospitals will not exceed 100 percent of cost, 
except as allowed by subsequent federal guidelines. 

Cost is established through prospective payment methods and is defined as the 
cost of services to Medicaid patients, less the amount paid by the State under the 
non-DSH payment provisions of the State Plan, plus the costof services to indigent 
and uninsured patients, less any cash payments made by them. 

DSHS will not exceed the DSH statewide allotment nor allow a hospital to exceed 
theDSHlimit.Thefollowingclarificationoftheprocessexplainsprecautionary 
procedures. 

All theDSHSDSHprograms'paymentsareprospectwepayments,andthese 
programsare: MIDSH, SRHAPDSH,LIDSH, GAUDSH, SRHIAAPDSH, 
NRHIAAPDSH,THAPDSH(endsJune30,2005),STHFPDSH(endsJune30, 
2005) CTHFPDSH (ends June 30,2005) and PHDDSH. 

DSHprogramsforwhichpaymentsarefixedrepresent97percentofDSHS' 

disproportionatesharepaymentstohospitals.Theother two DSHprograms, 

MIDSHandGAUDSH,arepaidona byclaims basis. To adjustforthese 

unknowns in the MIDSH and GAUDSH, MAA uses claims data and estimates what 

expectedexpenditureswouldbepaidduringthecurrentstatefiscalyear.This 

estimate then becomes a part of the hospital's cost limit. 


The Medical Assistance Administration (MAA) will monitor payments monthly. Each 

month, MAA will receive an MI Summary Report and GAU Summary Report from 

the Medicaid Management Information System (MMIS)
identifyingexpenditures paid 
to each hospital under the MIDSH and GAUDSH programs. 
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STATE PLAN UNDER TITLEXIX OF THE SOCIAL SECURITY ACT 

WASHINGTON State 

METHODS AND STANDARDS FOR ESTABLISHING PAYMENT RATES FOR INPATIENT 
HOSPITAL SERVICES (cont.) 

G.PAYMENTSDSH (cont.) 

EachmonthMAAwillalsoreceivetheDSHS AllotmentExpenditureTransaction 

Register identifying the remaining DSH program expenditures. The figures in these 

reports will be accumulated monthly to determine that hospitals have not exceeded 

the DSH limit. 


If a hospital reaches its DSH limit, payments will be stopped. The Department of 

Social and Health Services (DSHS) will determine the extent to which and how each 

DSH program is funded. Any specific guidance that may be provided by the State 

legislature willbe followed by DSHS. 


IfahospitalexceedsitsDSHlimit,DSHS will recouptheDSHpaymentsinthe 

following program order: PHDDSH, THAPDSH (ends June 30, 2005), CTHFPDSH 

(ends 30, STHFPDSH June2005),
June2005), (ends 30, SRHAPDSH, 
NRHIAAPDSH,SRHIAAPDSH,GAUDSH,andLIDSH.Forexample, if a hospital 
werereceivingpaymentsfromallDSHprograms,theoverpaymentadjustment 
would be madeinPHDDSHtothefullestextentpossiblebeforeadjusting 
THAPDSHpayments.IftheDSH statewide allotment is exceeded,DSHSwill 
similarly make appropriate adjustments in the program order shown above. 

1.Low-IncomeDisproportionateShareHospital(LIDSH)Payment 

Hospitals shallbe deemed eligible fora LIDSH payment adjustmentif: 

The Medicaid utilization (as ina. 	 hospital's inpatient rate definedSection 
1923(b)(2))isatleastone standarddeviationabovethemean Medicaid 
inpatientutilizationrateofhospitalsreceivingMedicaidpaymentsinthe 
State; or, 

b.Thehospital'slow-incomeutilizationrate(asdefinedinSection1923(b) 
(3)) exceeds25 percent. 

C. ThehospitalqualifiesunderSection1923(d)oftheSocialSecurityAct. 

Hospitalsdeemedeligibleunder theabovecriteriashallreceivedisproportionate 

sharepaymentamountsthatintotalwillequalthefundingsetbytheState's 

appropriations act for LIDSH. The process of apportioning payments to individual 

hospitals is as follows: 
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STATE PLAN UNDER TITLEXIX OF THE SOCIAL SECURITY ACT 

State WASHINGTON 

METHODS AND STANDARDS FOR ESTABLISHING PAYMENT RATES FOR INPATIENT 
HOSPITAL SERVICES (cont.) 

DSH (cont.)PAYMENTS 

Payments1. LIDSH (cont.) 

A single base payment is selected that distributes the total LlDSH appropriation. 
Foreachhospital,thebasepaymentismultipliedbythehospital'slowincome 
utilization factor standardized to one, by the hospital's most recent Fiscal Year case 
mixindexbythehospital'ssubsequentyear'sestimatedadmissions of Title XIX 
eligibles. Results for all hospitals are summed and compared to the appropriated 
amount. 

If thesumdiffersfromtheappropriatedamount,anewbasepaymentfigureis 
selected.Theselectionofbasepaymentfigurescontinuesuntilthesum of the 
calculatedpaymentequalstheappropriatedamount.Theappropriationamount 
mayvaryfromyeartoyear.Eachhospital'sdisproportionatesharepaymentis 
made periodically. 

2. MedicallyIndigentDisproportionateShareHospital(MIDSH)Payment 

Effective July1, 1994, hospitals shallbe deemed eligible for a MIDSH paymentif: 

a.Thehospitalisanin-stateorborderareahospital;and, 

b. hospital serviceslow-income, IndigentThe 	 provides to Medically (MI) 
patients. MI persons are low-income individuals who are not eligible for any 
healthcarecoverageandwhoareencounteringanemergencymedical 
condition; and, 

C. Thehospitalhasalow-incomeutilizationrateofonepercent or more;and, 

d.ThehospitalqualifiesunderSection1923(d) oftheSocialSecurityAct. 

Effective through June 30, 2005, hospitals shall be deemed eligible for a MIDSH 
payment of claims for dates of service prior to July 1, 2003 if the payment is for 
services to MI patients provided prior to July1, 2003. 
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G. DSH (cont.)PAYMENTS 

Payments2. MIDSH (cont.) 

HospitalsshallbedeemedeligibleforaMIDSHpaymentofclaimsforservices 

providedonorafterJuly 1, 2003,onlyforPsychiatricIndigentInpatient (PII) 

services and when requirements a. through d., above, are met. PI1 services are for 

low-income individualswho are not eligible for any health care coverage and require 

psychiatric medical care. 


Hospitals qualifying for MIDSH payments will receive a periodic per claim payment. 

ThepaymentisdeterminedforeachhospitalbyreducingtheregularMedicaid 

paymentbyaratablereductionfactorandequivalencyfactoradjustment.The 

ratablereductionisinverselyproportionaltothepercentofahospital'sgross 

revenue
Medicare, LaborIndustries,charity.for Medicaid, and and The 
equivalency factor reduction is a budget neutral adjustment applied to all hospitals. 
TheequivalencyfactorensuresthatMIDSHpayments will equaltheState's 
estimated MIDSH appropriation level. 

Effective for admissions on or after July1, 1994, the payment is reduced further by 
multiplyingitby97percent.Theresultingpaymentisdirectlyrelatedtothe 
hospital'svolumeofservicesprovidedtolow-income MI patients.Thispayment 
reduction adjustment is applied to the MIDSH methodology established andin effect 
asofSeptember30,1991inaccordancewithSection3(b) ofthe"Medicaid 
VoluntaryContributionsandProvider-SpecificTaxAmendment of1991 ." The 
emergencymedicalexpenserequirement(EMER)deductibleisnotpartofthe 
MIDSH actual payment and will be deducted pre or post pay from the department's 
MI allowed amount (basic payment)to the hospital. 

3. Assistance Disproportionate HospitalGeneral Unemployable Share (GAUDSH) 
Payment 

Effective July1, 1994, hospitals shallbe deemed eligible for a GAUDSH paymentif: 

a.Thehospitalisanin-stateorborderareahospital;and, 

hospital services Generalb. The provides low-income, Assistanceto 
Unemployable(GAU)patients.GAUpersonsarelow-incomeindividuals 
who are not eligible for any health coverage and who are encountering a 
medical condition; and, 
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METHODS AND STANDARDS FOR ESTABLISHING PAYMENT RATES FOR INPATIENT 
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G. DSH (cont.)PAYMENTS 

3. PaymentsGAUDSH (cont.) 

C. Thehospitalhasalow-incomeutilizationrateofonepercentormore;and, 

d.ThehospitalqualifiesunderSection1923 (d) oftheSocialSecurityAct. 

HospitalsqualifyingforGAUDSHpaymentswillreceiveaperiodicperclaim 

payment.Forallhospitals,exceptpublichospitalslocated in theState of 

Washington that are owned by public hospital districts and are not department 

approvedandDOHcertifiedasCAH,theHarborviewMedicalCenter,andthe 

University ofWashingtonMedicalCenter,thepaymentisdeterminedforeach 

hospital by reducing the regular Medicaid payment by a ratable reduction factor and 

equivalency factor adjustment. The ratable reduction is inversely proportional to the 

percent of a hospital's gross revenue for Medicare, Medicaid, Labor and Industries, 

andcharity.Theequivalencyfactorreductionisabudgetneutraladjustment 

applied to all hospitals. For the excepted hospitals, the payment equals "full cost" 

using the Medicaid RCC to determine cost for the medically necessary care. The 

equivalency factor insures that GAUDSH payments will equal the State's estimated 

GAUDSH appropriation level. 


Hospital Program Share4. 	 Rural Assistance DisproportionateHospital 
(SRHAPDSH) Payment 

EffectiveJuly 1, 1994,hospitalsshall be deemedeligibleforaSRHAPDSH 
payment if: 

a. Thehospitalisanin-state(Washington)hospital;and 

b.Thehospitalprovidesatleastonepercentofitsservicestolow-income 
patients in rural areas of the state; and 

C. 	 Thehospitalisasmall,ruralhospital,definedasahospitalwithfewerthan 
75 acute licensed beds and located in a city or town with a non-student 
populationof 15,500 orlessforstatefiscalyear (SFY) 2003withthis 
population standard to be increased bytwo percent each subsequentSFY; 
and 

d.ThehospitalqualifiesunderSection1923(d)oftheSocialSecurityAct. 
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